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STRDGTRDING TaB BROADBAND PCS
COMPBTITIVB BIDDING RULBS

POR DBSIGNATIO INTITIBS

The FCC's competitive bidding rules for broadband PCS
provide significant opportunities for small businesses to
participate in PCS. Several of the requirements, however, are
overly restrictive and have the unintended effect of inhibiting
the ability of small businesses and other designated entities to
raise capital. Other rule provisions, if not clarified, could
shift control of a PCS licensee away from the designated entity
to a passive investor. If unchanged, these rules will severely
restrict the ability of designated entities to participate in
PCS.

Based on its experience as a small, entrepreneurial
business, Encompass recommends that the FCC modify its broadband
PCS competitive bidding rules to:

1) permit an "Investment Company," as defined in The
Investment Company Act of 1940, including venture
capital firms, to invest in a designated entity control
group without attribution of the Investment Company's
revenues, assets or the personal net worth of its
principals;

2) specify that super-majority approval by the Board of
Directors or shareholders of certain activities is
permissible;

3) limit management and service agreements to the
provision of discrete technical and operational support
services and require such agreements to be terminated
by the control group upon reasonable notice and without
significant financial penalties;

4) limit the amount of PCS spectrum anyone entity
may resell to 25% of the overall capacity of a C&F
block PCS system to ensure that use of the spectrum is
not indirectly controlled or locked up by a reseller;
and

5) revise the 10% cap on obtaining PCS licenses in
the entrepreneurial blocks to impose a 25 million
population-based cap.



(1) Funding Designated Entities by Investment Companies

The FCC's competitive bidding rules for broadband PCS
currently require that all members of a bidding entity's control
group collectively meet the requirements for qualifying to bid in
the entrepreneurial blocks and for qualifying as a designated
entity, i.e., a small business or a business owned by minorities
or women. For small businesses, such as Encompass, Inc., this
rule requires that the aggregate revenues of all members of the
control group not exceed $40 million and that each member of the
control group have a personal net worth of less than $40 million.
While well intentioned, the strict requirements of this rule have
inhibited the ability of designated entities as a control group
to raise capital from traditional funding sources such as venture
capital firms. The ability to raise capital at the control group
level, not just at the bidding entity level, is proving critical
to designated entity participation in PCS.

To address the realistic constraints faced by designated
entities and venture capital firms eager to fund designated
entities at the control group level, the Commission should modify
its rules for control groups to permit "investment companies" to
obtain up to a 30% equity and voting interest in the control
group without attributing the revenues or assets of the
investment company or the personal net worth of any individual
investor in the investment company to the control group.
(A proposed modified rule is attached as Exhibit A). The
exclusion of investment companies from qualification of the
control group will permit designated entities to raise the
necessary capital to fund the control group while still ensuring
that designated entities maintain a controlling interest in the
control group. Specifically, Encompass recommends that the FCC:

(1) adopt the definition of an investment company as
defined in Section 80a-3 of The Investment Company Act
of 1940, as amended (the "Investment Company Act"),
15 U.S.C. § 80a-3 (1988), without incorporating or
adopting the exemptions contained in § 80a-3(c) which,
if adopted, would exclude most, if not all, venture
capital firmsi 1

1 A copy of the relevant portions of the Investment Company
Act is attached as Exhibit B. The exemptions contained in § 80a
3(c) include an exemption that removes from the definition of
"investment company" any issuer whose outstanding securities are
beneficially owned by not more than one hundred persons gng which
is not making and does not presently propose to make a public
offering of its securities. Most, if not all, venture capital
firms and funds qualify for this exemption. Accordingly,

(continued ... )
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(2) impose the same gross revenue cap of $125 million
applied to the entrepreneurial blocks to the gross
revenues over the past two calendar years of investment
companies who invest in the designated entity control
group;

(3) permit investment companies to obtain up to a 30%
equity and voting interest in the control group;

(4) require that the members of the control group
excluding an investment company or investment companies
collectively qualify as a small business or consist
entirely of women and minorities; and

(5) maintain the 25% equity requirement for the
control group's interest in the bidding entity.

Excluded from the definition of "investment company" are
issuers primarily engaged in a business or businesses other than
that of investing, reinvesting, owning, holding or trading in
securities. 2

The FCC has incorporated this definition of investment
company in the Commission's broadcast multiple ownership rules.
~ 47 C.F.R. § 73.3555, n.2(c). Incorporation of the definition
of an investment company and the exemptions to that definition
contained in § 80a-3(b) into the FCC's broadband pes competitive
bidding rules will permit traditional investment sources, such as
institutional investors and venture capital funds, to provide a
source of capital for designated entities while not permitting
unrestricted access to the control group and without eliminating
its control.

1( ..• continued)
inclusion of this exemption from the definition of investment
company would prevent venture capital firms from investing in
control groups of designated entities.

2 15 U.S.C. § 80a-3(b).
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(2) Super-Majority Voting Requirements

To attract passive investors a designated entity must be
able to provide the passive investor with some degree of
representation in decisions of fundamental importance to the
bidding entity. Under the current rules, passive investors
cannot exercise voting control over an entity bidding in the
entrepreneurial blocks because the control group holds 50.1% of
the voting control and passive investors are limited to voting
interests of 15%. Super-majority voting requirements, however,
are not prohibited by the rules and should be expressly
authorized by the FCC on matters of fundamental importance to the
bidding entity. Super-majority requirements are an important
tool for passive investors to feel that they can provide the
company some guidance and protect their investment. Encompass
requests that the FCC clarify that super-majority requirements
are permissible and that the FCC define super-majority
requirements as:

votes requiring a majority of the Board of Directors or
shareholders of a licensee that together hold not less
than 67% of the total voting rights in the bidding
entity.

The Commission should further specify that super-majority
requirements are permissible on the following matters:

(1) approval or amendment of any capital contributions
and the issuance of shares to satisfy capital
contributions;

(2) reorganization, reclassification or reconstruction
of a licensee's share capital;

(3) amendment of a licensee's dividend policy;

(4) licensee's initial business plan and initial
annual budget and significant modifications thereto.;

(5) execution of any contract with a commitment of
more than 5 years or with a value of more than 20% of
the total capitalization of a licensee;

(6) approval of a capital expenditure or liability of
20% or more of the total capitalization of a licensee;

(7) a fundamental change in the structure of the
licensee, such as liquidation or merger;

(8) sale of any major asset or substantially all of
the assets of a licensee;
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(9) acquisition of major assets with a value of $10
million or more;

(10) execution by a licensee to a third party of any
loan documents, guarantees, mortgages, pledges, liens
or other encumbrances on a licensee's assets or
property for an amount of $10 million or more and
approval of any interest rate attached thereto;

(11) acquisition or sale of any securities of any
company including subsidiaries of a licensee;

(12) the offering of shares in a licensee for
subscription to the public;

(13) the disposal or transfer of any significant
intellectual property rights; and

(14) commencement of any business by a licensee
unrelated to PCS.

(3) Contours of Permi.sible Manag...nt Agr...ent.

The FCC's competitive bidding rules permit passive investors
to enter into management agreements with entities bidding in the
entrepreneurial blocks. The FCC must, however, outline the
permissible contours of a management agreement that would prevent
a shift in de facto control of the applicant.

Encompass proposes that the FCC clarify:

(1) that management agreements will be strictly
scrutinized to ensure that they do not transfer de
facto control of a bidding entity;

(2) that permissible management agreements include a
condition that enables the control group to terminate
the agreement in its discretion upon reasonable notice;
and

(3) that management agreements with significant
financial penalties for termination be interpreted as
shifting de facto control of the applicant.

As the FCC's recently adopted rules on the attribution of
spectrum under management agreements provide, management
agreements for discrete services, such as technical support,
engineering, network design, operation, legal and accounting
services, and billing and collection, should be permitted.

- 5 -



(4) Resale Arrangements -- Limited to 25% of Capacity

One entry strategy being proposed by company's ineligible to
bid in the entrepreneurial blocks is to enter into agreements
with designated entities to resell a substantial portion, such as
75%, of the PCS spectrum held by a designated entity. In
essence, this proposal is an indirect means of capturing spectrum
and limiting competition. In addition, these type of resale
arrangements with designated entities raise concerns about
whether the entity reselling a large portion of the capacity of a
PCS license is able to control the designated entity through its
purchasing power.

To guard against these anti-competitive practices, Encompass
proposes that resale arrangements with a PCS licensee in the
entrepreneurial blocks be limited to 25% of its overall capacity
during the first five years of the license.

(5) Population-Based Restriction -- 25 Million

Encompass proposes that the cap on the number of
entrepreneurial block licenses held by a single entity be based
upon population rather than the number of licenses. Under the
FCC's current rules, an entity may hold up to 98 licenses in
frequency blocks C and F (10% of the total amount of licenses) .
A single entity could therefore hold licenses that serve more
than 150 million people based upon the population in the top 98
BTA markets, an amount that will far exceed the financial
resources of most entities bidding in the entrepreneurial block.
Based on its recent modeling and analysis, Encompass has refined
its position on the appropriate population based cap for bidders
in the entrepreneurial block. Encompass proposes that the
Commission adopt a 25 million population-based cap on the number
of entrepreneur block licenses held by a single entity. By
adopting a population cap, instead of a license cap, all'
qualified designated entities will have an opportunity to compete
in the provisioning of broadband PCS. This population threshold
of 10% also will ensure a diversity of designated entities in the
entrepreneurial blocks.

131386.2
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EXHIBIT A

PROPOSED MODIFIED RULE

An investment company, as defined in 15 U.S.C.
§ 80a-3(a) and (b), and without reference to or incorporation of
the exemptions set forth in 15 U.S.C. § 80a-3(c), shall be
eligible to invest in the control group of an entity bidding in
the entrepreneur's blocks without its revenues or assets or the
personal net worth of its investors being attributable to the
control group provided:

(1) that the aggregate equity and voting interests of
any investment companies in the control group do not
exceed 30% of the equity and voting interest of the
control group;

(2) that the annual gross revenues of the investment
companies for the last two calendar years do not exceed
$125 million; and

(3) the members of the control group, other than the
investment companies, collectively qualify as a small
business or are all women and/or minorities.

130937.1



EXHIBIT B

STH SECTION of Levell printed in FULL format.

UNITED STATES CODE SERVICE
Copyright (c) 1994, Lawyers Cooperative Publishing

••• THIS SECTION IS CURRENT THROUGH P.L. 103-262, APPROVED 5/31/94 •••

TITLE 15. COMMERCE AND TRADE
CHAPTER 2D. INVESTMENT COMPANIES AND ADVISORS

INVESTMENT COMPANIES

15 USCS ! 80a-3 (1994)

§ 80a-3. Definition of investment company

(a) Definition•. When used in this title, "inve.tment company" mean. any
issuer which--

Page 22

(1) is or holds itself out as being engaged primarily, or propo.e. to engage
primarily, in the business ot investing, reinve.ting, or trading in securitie.;

(~) is engaged or propose. to engage in the bu.ine•• of is.uing face-amount
certificate. of the installment type, or has been engag.d in such business and
has any such certificate out.tanding; or

(3) is engaged or propo.e. to engage in the bu.in••• of inve.ting,
reinvesting, owning, holding, or trading in ••curiti•• , and owns or proposes to
acquir. inve.tment s.curiti•• having a value exc.ecling .0 p.rcentum of the value
of such i.suer's total a•••t. (exclusiv. of Gov.rnment ••curitie. and ca.h
items) on an unconsolidatecl baai•.

As us.d in this ••ction, "inv••tment ••curiti••• include. all s.curitie.
except (A) Government s.curiti•• , (B) ••curiti•• i ••uecl by employ••• ' ••curiti••
companie., and CC) securiti•• i ••ued by majority-owned sub.idiarie. of the owner
which are not inve.tment CompaDi•••

(b) Exemption from provi.ioaa. Notwithstanding paragraph (3) of sub.ection
(a), non. of the following p.r.ona i. an inv••tment company within the m.aning
of this title:

(1) Any is.u.r primarily engagecl, dir.ctly or through a wholly-own.d
subsidiary or .w,.id1ari•• , in a busin••• or bu.in••••• other than that of
investing, reinve.ting, owning, holding, or trading in s.curiti•••

(~) Any is.u.r which the Conni••ion, upon application by .uch is.u.r, finds
and by order declar.. to be primarily engagecl in a busin... or bu.in..... other
than that of investing, r.inve.ting, owning, holding, or trading in s.curitie.
either directly or (A) through majority-owned sub.idiari•• or CB) through
controlled compani•• conducting .imilar typ•• of busin•••••. Th. filing of an
application under this paragraph in good faith by an is.u.r oth.r than a
register.d investment company shall ex.mpt the applicant for a p.riod of sixty
days from all provision. of this title applicabl. to inve.tment companies as
such. For caus. shown, the Commission by order may extend such period of
exemption for an additional period or p.riods. When.v.r the Commi••ion, upon its
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own motion or upon application, finds that the circumstances which gave rise to
the issuance of an order granting an application under this paragraph no longer
exist, the Commission shall by order revoke such order.
§

(3) Any issue.r all the outstanding securities of ·...hich (other than short- term
paper and directors' qualifying shares) are directly or indirectly owned by a
company excepted from the definition of investment company by paragraph (1) or
(2) of this subsect~on.

(e) Further exemptions. Notwithstanding subsection (a), none of the following
persons is an investment company within the meaning of this title:

(1) Any issuer whose outstanding securities (oth.r than short-term paper) are
beneficially owned by not more than on. hundr.d persons and which is not making
and does not presently propos. to make a public offering of its securities. For
purposes of this paragraph:

(A) Beneficial ownership by a company shall b. de.m.d to b. ben.ficial
ownership by one person, except that, if the company own. 10 p.r centum or more
of the outstanding voting s.curiti•• of the issu.r, the b.n.ficial ownership
shall b. deemed to b. that of the hold.r. of such company'. out.tanding
securities (other than short-term pap.r) unl••• , a. of the date of the mo.t
recent acquisition by such company of s.curiti•• of that is.u.r, the value of
all securities own.d by such company of all i ••u.r. which ar. or would, but for
the exception s.t forth in this subparagraph, b. .xclud.d from the d.finition of
investm.nt company sol.ly by this paragraph, ac•• not exc••d 10 p.r centum of
the value ·of the company's total as••t •. Such is.u.r non.th.l••• i. d••m.d to be
an investment company for purpo••• of s.ction 12(d) (1) [15 USCS I 80a-12 (d) (1)}.

(B) Beneficial own.rship by any p.r.on who acquir••••curiti•• or interests
in securiti.. of an issu.r d••cribed in the fir.t s.ntence of this paragraph
shall b. deemed to be ben.ficial owner.hip by the per.on from whom such tran.fer
was made, pursuant to .uch rul•• aDd regulatiana a. the Commi••ion .hall
prescribe a. n.c••••ry or appropriate in the public int.r••t and consi.tent with
the protection of inve.tor. aDd the purpo.e. f.irly intended by the policy and
provision. of this title, where the transfer w.. c.used by legal ••p.r.tion,
divorc., de.th, or oth.r involuntary .vent.

(2) Any per.on primarily engaged in the busin••• of und.rwriting and
distributing .ecuritie. i.8Ued by other per.ons, s.lling ••curiti•• to
customers, and .cting •• broker, or anyone or more of such activiti•• , who••
gross income normally i. derived principally from .uch busine•• and r.lat.d
activitie•.

(3) Any bank or insurance company; any ••ving. and loan a••ociation, building
and loan association, cooperative bank, home.tead a••oci.tion, or similar
institution, or any r.ceiv.r, con.erv.tor, liquidator, liquidating agent, or
similar official or p.r.on th.r.of or therefor; or any commaa trust fund or
similar fund maintained by a bank .xclusiv.ly for the collective inve.tm.nt and
reinve.tm.nt of mon.y. contribut.d th.r.to by the bank in it. capacity a. a
truste., executor, admini.trator, or guardian.

(4) Any p.rson sub.tantially all of who•• bu.in••• i. confined to making
small loan., induserial banking, or similar bu.in•••••.
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(5) Any person who is not engaged in the business of issuing redeemable
securities, face-amount certificates of the lnstallment type or periodic payment
plan certificates, and who is primarily engaged in one or more of the following
businesses: (A) Purchasing or otherwise acquiring notes, drafts, acceptances,
§open accounts ~eceivable, and other obligations representing part or all of the
sales pr~ce of merchandise, insurance, and services; (B) making loans to
manufacturers, ~holesalers, and retailers of, and to prospective purchasers of,
specified merchandise, insurance, and services; and (C) purchasing or otherwise
acquir~ng mortgages and other liens on and interest in real estate.

(6) Any company primarily engaged, directly or through majority-owned
subsidiaries, in one or more of the bu.ine•••• de.crib.d in paragraphs (3), (4),
and (5), or in one or more of such bu. in••••• (from which not less than 25 per
centum of such company's gro•• incom. during it. last fiscal year was derived)
together with an additional busine•• or bu.in••••• other than investing,
reinvesting, owning, holding, or trading in s.curitie•.

(7) Reserved.

(8) Any company subject to regulation und.r the Public Utility Holding
Company Act of 1935.

(9) Any person sub.tantially all of who•• bu.in••• con.i.t. of owning or
holding oil, ga., or oth.r min.r.l royalti•• or l.a••• , or fr.ctional intere.t.
ther.in, or certificat•• of inter••t or participation in or inv••tment contracts
relative to such roy.ltie., lea••• , or fr.ctional int.r••t •.

(10) Any company organiz.d and op.r.t.d exclu.iv.ly for r.ligious,
education.l, ben.volent, fr.t.rnal, charitabl., or reformatory purpo••• , no part
of the net earning. of which inur.. to the ben.fit of any priv.t. shar.hold.r or
individual.

(11) Any employ•• ' ••tock boGus, pea.iOD, or profit-.hariDg trust which m••t.
the requirem.nt. for qualificatiOD UDder • .etiOD 401 of the Int.rnal R.venu.
Cod. of 1986 (26 USCS I 401); or any gOYerameDtal plan d••cribed in s.ction
3(a) (2) (C) of the S.curiti•• Act of 1933 (15 uses I 77c(.) (2) (C)J; or any
collective tru.t fund maint.ined by • baDk cODSi.tiDg .ol.ly of ••••t. of such
tru.t. or government.l plana, or both, or any ••par.t••ccount the ••••t. of
which are d.riv.d .ol.ly froa (A) contributiODS under pea.iOD or profit-.haring
plan. which me.t the requ!r..-at. of ••ction 401 of the Int.rnal R.venu. Code of
1986 (26 USCS I 401)or the requirement. for deductiOD of the .mploy.r's
contribution UDder • .etiOD 404(.) (2) of .uch Code (26 USCS I 404(.) (2)J, (B)
contributions und.r goverameDt.l plans in conn.ction with which int.r••t.,
participations, or ••curiti•••r••xempted from the regi.tr.tion provi.ion. of
section 5 of the S.curiti•• Act of 1933 E15 USCS II 77.Jby ••ction 3(.) (2) (C) of
such Act [15 USCS I 77c(.) (2) (C»), and (C) .dvanc•• made by an in.uranc. company
in connection with the op.r.tion of .uch s.p.r.t••ccount.

(12) Any voting tru.t the ••••t. of which consi.t exclu.ively of securities
of a single is.uer which i. not an inve.tment company.

(13) Any security hold.r.' protective committ•• or simil.r is.uer having
out. tanding and i ••uing no securiti.. oth.r than c.rtific.te. of d.po.it and

,ervicH of Mead Data Cent"", Inc.
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short-term paper.

HISTORY: (Aug. 22, 1940, ch 686, Title I, § 3, 54 Stat. 797; Oct. 21, 1942, ch
619, Title I, Part I, § 162(e), 56 Stat. 867; July 1,1966, P.t.. 89-485, §

13 (i), 80 Stat. 243: Dec. 14, 1970, P.t.. 91-547, § 3 (a), (b), 84 Stat. 1414,
1415; Feb 5, 19i6, P.t.. 94-210, Title III, § 308 (c), 90 Stat 57; Oct. 21,
§l980, P.L. 96-477, Title r, § 102, Title VII, § 703, 94 Stat. 2276, 2295.)

(As amended Dec. 4, 1987, P.L. 100-181, Title VI, §§ 604-606, 101 Stat.
1260. )

HISTORY; ANCILLARY LAWS AND DIRECTIVES

REFERENCES IN TEXT:
"This title", referred to in this section, is Title I of Act Aug. 22, 1940,

ch 686, 54 Stat. 789, which appears generally as 15 USCS §5 80a-1 et seq. For
full classification of this Title, consult USCS Tables volumes.

"The etfective date ot the Revenue Act ot 1936", reterred to in this section,
is probably intended to be a reterence to the date ot enactment ot Act June 22,
1936, ch 690, 49 Stat. 1756, which was enacted June 22, 1936.

"Section 214 of the Interstate Commerce Act", referred to in this section, i,
S 214 ot Act Feb. 4, lS87, ch 1001, 24 Stat. 379, which formerly appeared as 49 "
USCS S 314, prior to the enactment of Title 49 into po.itive law by Act Oct. 17,
1978, P.L. 95-473, S l(b), 92 Stat. 1466; similar provisions now appear as 49
USCS S 11302.

"The Public Utility Holding Company Act of 1935", referred to in this
section, i. Aet Aug. 26, 1935, ch 687, Title I, 49 Stat. 838, which appears
generally a. 15 USCS Sf 79 et seq. For full clas.ification of this Act., consult
USCS Table. volume•.

EFFBCTIVB DATB OF SECTION:
For the effeetiv. date of this seetion, se. Act Aug. 22, 19010, ch 686, Title

I, S 53, 501 Stat. S0I1, whieh appear. as 15 uses I SOa-52.

AMENDMENTS:
19012. Aet Oet 21, 1942, in sub••c. (e) (13), in.erted "as amended-.
19'6. Act July 1, 1966, in .ub••c. (e), d.leted para. (4) whieh read: "Any

holding company affiliate, a. defined in the BankiDg Act of 1933, which is under
the supervision of the Board of Governor. of the Federal Reserve Systelll by
reason of the faet that such holding company affiliate holds a general voting
permit issued to it by such Board prior to January 1, 1940; and any holding
company affiliate which i. UDder such supervision by rea.on of the fact that it
hol~ a general votiDg permit thereafter issued to it by the SOard of Governors
and whieh i. det~ined by such Board to be primarily engagad direetly or
indireetly, in the buaine•• of holding the stock of, and managing or
controlling, banka, bankiftg a.sociationa, savings bank., or trust companies. The
Commission shall be given appropriate notiee prior to any such determination and
shall be entitled to b. heard. The definition of the term 'control' in section
2(a) shall not apply to thi. paragraph.-.

1970. Act Dee. 101, 1970 (effeetiv. upon enaetment on 12/14/10, .s provided by
S 30 of such Act, which appear. a. 15 uses I 80a·52 note), in subs.e. (b) (2),
inserted "in good faith-; and in subs.e. (c), in introduetory para., substituted
"Notwithstanding subseetion (a), non. of the following p.rsona is an investment
company within the meaning of this title:" for "Notwithatanding subseetions (a)
and (b), none of the following person. is an investment company within the

lEXIS~NEXIS9.lEXlS··NEXIS9.lEXIS9·NEXIS~(tJ»



Control Group needs development and bidding funds
to participate in auctions.

• Investment Company must meet the definition

defined in Investment Company Act of 1940. 15

U.S.C. § 80a - 3 (1988), without incorporating or

adopting the exemptions contained in § 80a - 3 (c).

• Limit Investment Company to < 30% ownership

and voting.

• Limit Investment Company to < $125 Million

annual Revenues.

~

Encompa5S~



• Should not be permitted if they violate the de

facto control intent of the FCC Designated

Entity Control Group Rules.

• Designated Entity Control Group must have the

ability to terminate any management or service

contract at its sole discretion given reasonable

notice.

• Any contract with a passive investor in the

Designated Entity that has significant financial

penalty if terminated by the Control Group,

could be construed as de facto control.
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• All pes providers should receive equal

tariffs (prices, terms and conditions),

delivery and quality of service, and

distribution and marketing rights for

cellular resell.

~
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• No single customer or service reseller

can purchase or lease greater than 25%

of the Designated Entity's total

spectrum capacity within 5 years of

license award.
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• All Designated Entity Partners need fair

Supermajority Rules to protect control

and investments.
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Limit the ownership of each Designated Entity to 25 Mil/ion Pops.

RESULT:

• More successful Designated Entity

Winners.

• Prevents one well financed Designated

Entity from winning all top 98 BTA

Markets.

~

Encompasse)



..., 0
s::: ...,
(1) ..-...
E

(1)...,
~

as
as ~

c. --.-
"'C m
(1) I

(,) ...
tils::: ~

as as til

.c (1) (1)

s::: ~ s:::.-
(1) 0 til

"'C ~ ::1

----- .cs:::
as til -

E -c. as
>< ~ Ew (1)..., til

•


